Attachment J.4

VALUING WATER FOR INCREASED EFFICIENCY IN JORDAN  
Objective of the Study
The study will target issues related to allocative efficiency by determining which sectors of the economy and society are best placed to use water most efficiently.  

The objective of this study is to determine the value of water across the various sectors of Jordanian society and economy.  The information generated through this study will help inform government and the private sector about their decisions regarding the use and allocation of this precious resource.  The ultimate goal is to find means to reduce the loss to the economy that results from allocating water primarily on the basis of political and social considerations.  The study will calculate the amount of value to the economy that is lost due to decisions that are inefficient from an economics and environmental standpoint, with a view to influencing the debate over allocative decisions. 

Government policy makers in the ministries will be able to use the information from this study in negotiations over allocating water across economic and social sectors.  If, for example, the study determines that an allocation of water to the tourism sector results in twice the return to the economy than allocations to the industrial sector, the government’s investment strategy could be readjusted.  If the study shows for example that continued reliance on ground water in the uplands to irrigate crops risks economic growth and employment in other sectors, the government may alter agricultural policy.  Of course, inherent in all decision making are risks, especially exogenous risks that could threaten the viability of a certain sector.  There is risk for example in relying heavily on the tourism sector, as political events can affect travel to the region. Or the economic ascendancy of China threatens some industrial sub-sectors.  This study should discuss and consider those risks, as they may influence greatly decision making on resources allocation. 

The information from this study will be useful for private sector investors, especially those considering investments in the industrial estates and in the tourism sector.  Water scarcity has the potential to constrain growth in certain industries.  Understanding water use and its value to various productive processes will guide investment decisions towards those sub-sectors that do not consume high levels of water.   

The main stakeholders for this study are officials in the ministries who will be charged with determining allocative decisions across sectors of the economy.  Other stakeholders include the donor community.  Donors view water as a potential constraint to economic development, and they have concerns about the ability of the Jordanian government to overcome the politics of water in the country.  Also, the private sector constitutes an important stakeholder for this study.  Water is a primary input into most production processes, and lack of water can negatively influence investment decisions.  

Municipal and health sectors:  This study will have a focus on the value of water to the health sector which for the purposes of this study is considered to have considerable overlap with the municipal sector.  Computation will require the analysts to determine the extent to which the burden of disease is reduced from additional water to the sector, and the savings and direct benefits to the economy from that reduction.  The economy benefits result from a reduction in labor that is idled by disease, and the costs to the economy are reduced as fewer people are hospitalized or treated for disease.  The World Health Organization has done a number of studies on this issue in Jordan which can form a starting point for this study.  

It will be important to look at various locations when considering the value of water in the municipal or health sectors.  Rural areas, which currently receive less water than urban areas, are likely to have a higher value of water than urban areas.  This is because an increase in water to more water deficit areas will reduce more significantly the burden or incidence of disease thereby reducing to a greater extent the losses to the economy and society caused by diseases. 

Environmental value:   Water has an environmental value as well.  This value results from maintenance of an ecosystem and it is derived partly from tourism receipts.  For example, the value of maintaining the Dead Sea ecosystem is partly derived from returns to the hotels and other tourist expenditures in that area.   In addition, water has an innate environmental value, a non-market value.  While hard to quantify, this value is determined through contingent valuation techniques.  The methodology most common is the calculation of willingness to pay to protect the environment.  

Location will be an important component to calculating environmental value.  The main eco-systems are the Dead Sea and the Azraq Oasis, but important also will be Wadi Zarqa and other smaller but important eco-systems.  

Political and social value:  The political and social value of water is the amount of money that is lost to the economy from an inefficient decision regarding allocation of the resource.   For example, in Jordan, there is much criticism regarding the decision to continue water subsidies for banana production in different parts of the Jordan Valley.  Critics charge that tariffs on imports of bananas protect producers and result in excessive use of water that could be allocated to higher valued uses.  Yet the politics of Jordan, as noted in the background section above, make it difficult if not impossible to reallocate the water currently used on bananas to other uses.  The difference in the value of water used on bananas and the value of that water if used for other purposes, is the political value of the water.  Political value is in general a loss to the economy and society as a whole, and a benefit to powerful groups of growers.  In Jordan, an understanding of the political value of water is essential to understanding allocative decisions.

The computation of political and social value will be a challenge.  It will be derived from a comparison of the changes in the contribution of water to GDP that would occur if water is taken from low value uses, for example, banana production, and reallocated to higher value uses, for example tourism or even another sub-sector in agriculture.  Note the following: 

· Value of water in banana production = A

· Value of water in tourism in the Dead Sea = B

· Amount of water used in banana production = X cm

· The political value (PV) derived from allocating water to banana production and not to tourism at the Dead Sea is: PV = (B – A) * X 

A decision to reallocate water from banana production to tourism would result in a net gain in economic value to the economy, and a theoretical loss in political value, or a reduction in the loss to the economy from what is essentially a political decision.  If we assume, as we do in the background section of this paper, that water is currently allocated efficiently across all sectors, including the political and social sectors, then a reallocation away from the political and social sectors will increase the aggregate value of water derived from the economic, environmental or health/municipal sectors.  Of course, the ultimate objective of the study to value water will be to influence decision making to take that direction. 
All forms of value, economic, social, environmental and political will be developed as part of this study.  This will be the first time that one document contains information on the use and value of water in all sectors and sub-sectors in Jordan, thereby making for easy comparison across various uses.

Output of the Study
The main output of the study will be a report that calculates the values for water at it is used in the various sectors and sub-sectors within the Jordanian economy and society.  The report will have spatial considerations as well as look at the inter-temporal use of water and its potential to contribute to or constitute a constraint to continued economic growth in the country.  

In addition, the study will produce a series of simplified message statements which will be used to influence the debate on water allocations.  These statements will be summaries of the major findings of the main report and be tailored to specific stakeholder groups.  


